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THE MONEY INFLATION AND THE FUTURE OF 

PRICES 

DURING the past ten years the country has experienced a 
relative expansion of the money volume which exceeds 
even the paper-money inflation of the civil war period, 
is closely on a par with the gold expansion of the California era 
and is exceeded only by the wild-cat bank inflation of the '30's. 
Industrial phenomena equally striking have attended this un- 
usual monetary experience, and their relation to it becomes of 
large importance, not more in what may be contributed to mon- 
etary theory than in what may be learned regarding the prob- 
able future of prices and business. 

I 
The contest for sound money in 1896 turned primarily upon 
the question of rising or falling commodity prices, as likely to 
be affected by the restoration of silver and as affecting the var- 
ious industrial classes. It is a curious fact that, while the 
familiar quantity theory of money then encountered sharper 
criticism and more positive denial than ever before, both parties 
nevertheless planted themselves upon its general truth to sustain 
their opposing appeals to the people. The silver party avow- 
edly stood for a regime of rising prices which should lighten the 
burden of debt and stimulate the activity of the producing 
classes, and it assumed that an increase in the volume of money 
through the restoration of silver would bring about these results. 
To the gold party this was but a program for dollar deprecia- 
tion and debt repudiation. But how could this be if increasing 
money volume were not necessarily to have any effect upon 
prices ? How was the cheap silver dollar to manifest its cheap- 
ness save through rising prices ? Possibly thousands of voters, 
and those not all confined to the lower orders of intelligence, 
saw in the sixteen-to-one proposal a scheme to substitute a coin 
of reduced size for the full-weight dollar familiar to the public ; 
but those of better understanding who yet sounded the 50-cent 
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dollar alarm were clearly accepting in practice what they repu- 
diated in theory, since only through general price movements 
growing out of monetary changes could the unlimited silver 
dollar by any possibility show depreciation or the gold dollar 
stability and honesty. Thus, by the very force of the terms 
" stable" and " honest," the gold champions were made to stand 
for a regime of prices generally stable except as they might be 
affected by causes apart from the money volume or the cost of 
producing money. And by the same token they admitted the 
efficacy of the plan of the silver party to bring about its con- 
trary design of falling money value and rising prices. 

It is a fact worth recalling that the gold-standard advocates 
were then agreed with the silverites in not anticipating any con- 
siderable change in the output of the yellow metal. As many 
geologists were then to be found of the belief that the day of 
rich new gold discoveries had passed, as are now predicting an 
indefinitely continued enlargement of gold production. The 
gold men were therefore perfectly willing to rest their case upon 
the assumption that gold production would fluctuate within 
narrow bounds, as for some years previously. They maintained 
nevertheless that this would not mean depreciation in the money 
value of commodities, since an advancing civilization, employing 
extended credit devices and money substitutes, demanded a 
smaller and smaller volume of money, relatively speaking ; and 
that in any case a falling tendency in prices advantaged more 
of the industrial population — the wage-earners and salaried 
fixed-income classes — than it injured. Moreover, it was de- 
monstrated with great acumen that a uniformly appreciating 
currency (falling prices) would be better for all classes — the 
producing and entrepreneur as well as the capitalist and wage- 
earning classes — than a fluctuating currency depreciation (rising 
prices). 

How events have since confounded the theories of the one 
party, the methods of the other, and the expectations of both, 
all the world knows. There can be no question whatsoever that 
under the gold standard precisely those results have come to 
pass which the silver party calculated to bring about through 
a deliberately applied scheme of depreciation, and which the 
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gold party branded as undesirable and confiscatory in any case 
and dishonest when achieved designedly. 

We have first the fact of the great increase in monetary cir- 
culation for the ten years from January 1 , 1 897 : 

TOTAL MONEY IN COLD AND GOLD BANK 

CIRCULATION CERTIFICATES NOTES 

ICJO7 $2,883,900,328 $1,273,018,763 $585,056,585 

1897 1,650,223,400 555,630,668 221,384,148 

10-year increase . . . $1,233,676,928 $717,388,095 $363,672,437 

Assuming for the moment that so extraordinary an increase 
of the circulating medium, amounting to almost eighty per cent 
for the decade, must result in a marked rise of prices and con- 
sequent depreciation of the value of the dollar in relation to all 
other purchasable things, it is to be observed that the major 
part of the increase grows out of an unexpected expansion of 
foreign and domestic gold production. This so far acquits us 
of a deliberate purpose to depreciate the dollar and scale down 
the commodity value of debts ; though it becomes a nice ques- 
tion in casuistry how far a stable-dollar or "honest-dollar" ad- 
vocate can rejoice over such a result, as the whole business 
community of the country has rejoiced, without incurring some 
of the moral taint with which those were charged who deliber- 
ately designed a similar result. But the great expansion in the 
bank-note volume did not come about unwittingly. That was 
designed with care by the act of March, 1900, liberalizing the 
conditions of issue, and for the purpose of helping along further 
that inflation and price advance which had followed upon the 
remarkable inpour of gold. There is no difference in moral 
purpose between the sixteen-to-one advocates of 1896 and the 
authors of the bank-note law of 1900. 

What would have followed the opening of the mints after 
1896 to silver at the sixteen-to-one ratio no one can certainly 
say, nor does it now matter. It may be decidedly ques- 
tioned, however, whether so great an expansion of the money 
volume would have followed as has followed under a gold regime 
— assuming that new gold production had met the then common 
expectation and continued without marked increase, as previous 



No. I] INFLATION AND PRICES ny 

to 1 896. At first there would have been sharp monetary con- 
traction and financial disaster ; but as the situation cleared, for- 
eign silver would have come in to displace the undervalued gold 
circulation, and the current product of the American silver 
mines would have poured into the mints as a net addition to the 
circulating medium. The total production of those mines in the 
ten years has been, in coining value, about $725,000,000, or 
little more than the actual addition to the money volume from 
gold alone. Any production in excess of that, under the stim- 
ulus of the new monetary demand, might be assigned to con- 
sumption in the arts, for which no allowance is made above. 
Hence it may be said that the silver movement of ten years ago 
contemplated a much smaller money inflation than has followed 
under gold and bank-note expansion. 

What has been assumed regarding the price effects of the 
monetary expansion is easily demonstrated from any table of 
averages or index numbers — the Dun table being here taken, 
since it is quite as comprehensive as any, and is weighted ac- 
cording to the relative importance of commodities in popular 
consumption. This number stood at $75,502 on January 1, 
1897, falling to $72,455 on July 1 of the same year, the lowest 
point in the whole period covered by the record. On January 
1, 1907, the number stood at $107.264 — showing an increase of 
42 per cent for the ten years and 48 per cent in the nine and a 
half years. Thus against an increase of some 80 per cent in the 
money volume for a decade, we have an increase in average 
commodity prices of 42 per cent; but if the money volume be 
reduced to a per capita basis we should, by the government cal- 
culations, have an expansion from $22.87 P er capita in 1897 to 
$33.78 in 1907 — an increase of about 48 per cent, coinciding 
with an increase of 42 per cent in prices. 

And why not place the matter on a per capita basis? It is 
the fashion of a certain school in monetary thought to ridicule 
any per capita consideration of the subject. But the quantity 
theory is not confined merely to the supply of money in relation 
to prices ; it contemplates also the possibilities of variation in 
the demand for money ; and of course an increase of population 
cannot be ignored in considering the money demand in relation 
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to supply. Different peoples indeed will differ widely in the 
uses and needs of money. Their varying habits, industrial 
character and development of credit systems of effecting ex- 
changes — all are to be taken into consideration. But it would 
be absurd to contend that a large increase of population in any 
one country and among people of similar customs, such as has 
taken place in the United States since 1896, has not of itself 
greatly increased the demand for money. 

Upon a per capita basis there is thus a remarkably close equa- 
tion between the relative price advance and money-volume ex- 
pansion. No single and brief experience like this is of course 
sufficient to establish the truth of the quantity theory ; yet it is 
important to know something of the general soundness of this 
doctrine if any judgment is to be formed respecting the probable 
future course of prices. The index number here used has been 
extended back to i860, and for this period also we have fairly 
accurate government statistics of the money volume in relation 
to population. Let us then place in graphic form the two move- 
ments, that of prices and that of per capita money volume, over 
a period of nearly half a century — a period peculiarly subject 
to great variations in monetary supply. The figures are reduced 
to percentages of those of i860. 
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Professor J. Laurence Laughlin, using another index number, 
has published in his Principles of Money a similar representa- 
tion, brought down to 1900, and he remarks that " it will be 
seen that even the per capita circulation bears no relation what- 
ever to the movement of prices " (p. 328). Such an assertion 
does not compel others to see with Professor Laughlin's eyes, 
and to the present writer it seems obvious that a general cor- 
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respondence exists in the direction of the price and money lines 
represented above. The failure of the price line to hug closely 
that of per capita money volume does not impeach the general 
truth of the quantity theory; for, as has already been observed, 
the theory comprehends the factor of money demand as well as 
money supply, and an increasing supply sufficient to admit an 
upward turn in prices will by that very fact operate to stimulate 
speculative enterprise and industrial activity, or, in other words, 
will inflate the volume of business to be financed. And this is 
just what is observable for the past ten years. Prices have 
moved in the same general direction as money volume but not 
to an equal degree. They have been held back in relation to 
the absolute increase in money volume by increased demand 
resulting from the growth of population ; they have been held 
back in relation to per capita increase in money volume by the 
extraordinary stimulus given to business activity by rising 
prices. And they have further been held back by the con- 
tinued progress of invention and the greater efficiency obtained 
for labor in application to machinery. Yet all these restraints 
have been unequal to the task of preventing general prices from 
responding with noteworthy closeness to the expanding money 
volume. Of course the volume of money is not the all-con- 
trolling factor of price movements ; but must we not conclude 
that it is the greatest controlling factor? 

II 

We may then with some little confidence, which would other- 
wise be lacking, forecast the immediate future of prices. There 
is no present reason for anticipating a marked contraction in 
the yearly output of gold. The South African production 
increases month by month, and nowhere else in the world's gold 
fields is there serious threat of mine exhaustion. Yet even 
should production continue moderately to increase, the mone- 
tary or price effects cannot be as violent as those of the past 
decade's production. This is obvious from the fact that the 
future outpour of gold will flow into a reservoir of accumulated 
monetary stocks far greater than existed at the outset of the 
period under notice. The estimated gold monetary stocks of 
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the world ten years ago aggregated some $4,200,000,000. The 
estimated gold production of the ten years amounts to no less 
than $2,920,000,000. Some $80,000,000 a year would be 
regarded by experts as a very liberal allowance for consumption 
of gold in the arts ; a decade ago it was estimated to be less 
than $60,000,000. Making this deduction, we should have 
some $2,120,000,000 as the amount added to the world's gold 
monetary stock in the ten years, which is 50 per cent of the 
stock at the outset of the period. An equal monetary produc- 
tion for the next ten years would constitute only about 33 per 
cent of the prior existing stock, instead of 50 per cent; and 
against a larger gross production are to be placed the yearly 
increasing amounts withdrawn for employment in the arts, and 
possible extension of the gold standard in the Orient. 

Therefore, under the seemingly well-established relation be- 
tween money volume and prices, we are to anticipate a much 
more moderate upward tendency in the money value of com- 
modities during the time just ahead than has been experienced 
in the immediate past. The assurance is at least held out that 
the present high level of prices will be well maintained — sub- 
ject, however, to sharp temporary recessions growing out of a 
possible breakdown of business confidence from panic, which 
may come at any time and is traditionally due before the ex- 
piration of the next ten years. No state or quality of the 
money volume can prevent this; and rapidly increasing vol- 
ume, through its price effects, is highly productive of those 
conditions of inflation and over-extension of credit which bring 
panic and severe reaction. 

To concede this is not to admit, as is frequently maintained, 
any impairment of the soundness of the quantity theory of 
prices. Within certain limits credit has an elastic quality all its 
own, but its volume otherwise and mainly follows that of 
money. By reason of confidence credit may expand, say to 
six times the money volume, and affect prices in so doing ; and 
from loss of confidence it may contract to three times the 
money volume and affect prices the other way. To this extent 
credit is an element in shaping price movements ; and for this 
reason it is possible to have marked declines in the price line 
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and periods of business depression under an expanding volume 
of money of general and unquestioned recognition such as gold 
enjoys. But it is rather for aberrations from the main line of 
movement in average prices that credit is responsible, and not 
for the general direction of that line. To say that credit is 
comparable with the money volume in affecting prices is to for- 
get that the credit superstructure must always maintain dimen- 
sions in pretty close proportion to its money base. 

The moderated effects of extraordinary gold production upon 
prices, which may reasonably be anticipated for the immediate 
future, must have a material modifying influence upon the con- 
sequences of inflation as affecting the various industrial classes. 
Who have most profited from a regime of rising prices and who 
have lost, is a question to which recent experience returns no 
uncertain answer. What the gold advocates of 1896 said of the 
wage-earning and salaried classes has been demonstrated to be 
generally correct. There has been gain in greater certainty 
and steadiness of employment, but wages as a rule have been 
far from keeping pace with wholesale prices; and the effort 
made by the Bureau of Labor to find an approximate compen- 
sation for the rise of retail prices in the wage increase among 
certain classes of labor, most highly organized and aggressive, 
cannot be accepted as representative of the general labor ex- 
perience. On the other hand, the producing classes, including 
the farmers and manufacturers, have undoubtedly benefited 
from the increased margin of profit growing out of rising prices, 
and the consequent lightening of the burden of debt ; and this 
is in harmony with the position taken by the silver advocates in 
1896. But the greatest rewards of price inflation and dollar 
depreciation have not gone to those producing classes on whose 
behalf monetary expansion was urged ten years ago. They 
have gone rather to the speculator, the promoter and the in- 
dustrial undertaker, who have fairly rioted in the immense 
profits lying between a fixed return for borrowed capital and 
advancing prices for the product. In the capitalization and 
realization of these possibilities great individual fortunes have 
been made in astonishing number, and never in all the history 
of the republic has the apparent massing of wealth in few hands 



82 POLITICAL SCIENCE QUARTERLY 

proceeded with greater rapidity or on a more striking scale 
than during this period of monetary inflation. Hence it is that 
popular discontent manifests itself in the midst of an industrial 
activity and prosperity passing all previous bounds. 

And just here is the most important of the lessons conveyed 
by this extraordinary monetary experience. Undue currency 
expansion was presented in 1896, as it had been in times 
previous, as a corrective of tendencies toward the concentration 
of wealth. But the present demonstration of its impotency for 
such a purpose is too conclusive to be missed by any one. We 
are still far from having reached an ideal, or even a reasonably 
stable, money system ; but something has been done to rid the 
problem of the mischievous popular notion that in the cheapen- 
ing of the dollar lies some measure of industrial salvation for 
the masses of the people. 

Ernest Howard. 

Springfield, Massachusetts. 



